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The following abbreviations and acronyms are used in this report.

BAMRAAM. ....ee0eeeeee.e...BAdvanced Medium Range Air-to-Air Missile
AFOTEC...........Alir Force Operational Test and Evaluation Center
Army Board..... veseessesaessU.S. Army Air Defense Artillery Board
Army School........ ceeeess.U.S. Army Air Defense Artillery School
BDM. o veeeoeensssaanssssanssasnsssnsssssssss.BDM International Inc.
Booz-AlleN...ceceeeeessnassesss.BOOZ-Allen & Hamilton Incorporated
CBAS.:..veeeeeeseesess.Contracted Advisory and Assistance Services
CRS e it eaeneensessesssssssssssssesssssassssssses ,CAS Incorporated
COlSaA.ceeennencsssnenases Ceeeseasneenn «esees...Colsa Incorporated
Development...cseeseessss.0...Development, Production, or Testing
Director/DOT&E........Director of Operational Test and Evaluation
FAR...evveeeeeocosnasssoasssesssess.Federal Acquisition Regulation
GAO. vt veeeseesonsseanssasssssessssesssssGeneral Accounting Office
IDBA . s s eonoesoeseesnseasesseaseasessass.Institute for Defense Analysis
MACA....... cecenseens Management Assistance Corporation of America
McLaughlin.....ecseeeeseseseesss..McLaughlin Research Corporation
MCOTEA......Marine Corps Operational Test and Evaluation Activity
MILSTAR............Military, Strategic, Tactical and Relay System
OMB..:toieeeooosoonnssossansns ....0ffice of Management and Budget
Operational Test.....esseees......0perational Test and Evaluation
OPTEC.veeeveeesess...Army Operational Test and Evaluation Command
OPTEVFOR....ce..e+.....Navy Operational Test and Evaluation Force
OTEA...eceeevsseesss..Army Operational Test and Evaluation Agency
Radar....eeesseeseessss.Over-The-Horizon Backscatter Radar System
SAIC...eceesseses..8cience Applications International Corporation
SErViCeS.eeeeessesasssessssnssss.Advisory and Assistance Services
TeSt AQENCY et eseesesnssnsssssnsenssssssss.Operational Test Agency
Test CeNter..cieeeecescsssasssaseasess.Pacific Missile Test Center
VEAA: et eveenasosassassosssassassssnsssesssssssss.veda Incorporated



INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON. VIRGINIA 22202-2884

August 22, 1991

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE FOR ACQUISITION

ASSISTANT SECRETARY OF DEFENSE (FORCE
MANAGEMENT AND PERSONNEL)

DIRECTOR OF DEFENSE PROCUREMENT

ASSISTANT SECRETARY OF THE ARMY (FINANCIAL
MANAGEMENT )

ASSISTANT SECRETARY OF THE NAVY (FINANCIAL
MANAGEMENT )

ASSISTANT SECRETARY OF THE AIR FORCE (FINANCIAL
MANAGEMENT AND COMPTROLLER)

DIRECTOR, OPERATIONAL TEST AND EVALUATION

SUBJECT: Audit Report on Consulting Services Contracts for
Operational Test and Evaluation (Report No.

This final report is provided for your information and use.
The audit was made in response to a request by Representative
Barbara Boxer and addresses the advisory and assistance services
contractors that participated in the development, production,
testing or operational test and evaluation of major Defense
systems. Management comments were considered in preparing this
report.

The DoD Directive 7650.3 requires all audit recommendations
to be resolved promptly. Therefore, all addressees except for
the Under Secretary of Defense for Acquisition and the Director
of Defense Procurement must provide final comments on the
unresolved recommendations and monetary benefits by October 21,
1991. See the "Status of Recommendations" section at the end of
each finding for the unresolved recommendations and the specific
requirements for your comments.

The DoD Directive 7650.3 also requires that comments
indicate concurrence or nonconcurrence in the finding and each
recommendation addressed to you. If you concur, describe the
corrective actions taken or planned, the completion dates for
actions already taken, and the estimated dates for completion of
planned actions. If you nonconcur, you must state your specific
reasons for each nonconcurrence. If appropriate, you may propose
alternative methods for accomplishing desired improvements.



If you nonconcur with the estimated monetary benefits or any
part thereof, you must state the amounts you nonconcur with and
the basis for your nonconcurrence. Recommendations and potential
monetary benefits are subject to resolution in accordance with
DoD Directive 7650.3 in the event of nonconcurrence or failure to
comment. We also ask that your comments indicate concurrence or
nonconcurrence with the internal control weakness highlighted in
Part I.

The courtesies extended to the staff are appreciated. If
you have any questions on this audit, please contact Mr. Garold
E. Stephenson, Program Director, at (703) 614-6275 (DSN 224-6275)
or Mr. Henry F. Kleinknecht, Project Manager, at (703) 614-3461
(DSN 224-3461). The planned distribution of this report is

listed in Appendix T.

Robert J. Lieberman
Assistant Inspector General
for Auditing
Enclosure

cc:

Secretary of the Army

Secretary of the Navy

Secretary of the Air Force

Director, Defense Acquisition Regulations System



Office of the Inspector General, DoD

AUDIT REPORT NO. 91-115 August 22, 1991
(Project No. OCH-5009)

CONSULTING SERVICES CONTRACTS FOR OPERATIONAL TEST AND EVALUATION

EXECUTIVE SUMMARY

Introduction. The Director of Operational Test and Evaluation
(the Director) is the principal advisor to the Secretary of
Defense and the Under Secretary of Defense for Acquisition on
Operational Test and Evaluation (operational tests) in DoD. Each
DoD Component has one major field Operational Test Agency that is
responsible for planning, conducting, and reporting all
operational tests for major Defense acquisition programs.

Objectives. The overall objective was to determine whether the
same advisory and assistance services (services) contractors that
participated in the development, production, or testing
(development) of major Defense acquisition systems were also
involved in the operational tests of those systems. In addition,
we determined whether using services contracts to provide support
for operational tests was more cost-effective than developing a
capability to perform the work in-house. We also evaluated the
effectiveness of applicable internal controls.

Audit Results. The Military Departments' Operational Test
Agencies (Test agencies) frequently used the same services
contractors to support operational tests for major Defense
acqguisition systems that participated in the development of the
systems. As a result, operational tests did not attain the
desired impartiality and independence, test assessments may be
biased, and systems may be produced and deployed with unknown
performance limitations (Finding A).

The Director and the Test agencies also used repeated and
extended services contracts to support operational tests that
were not as cost-effective as developing an in-house capability
to perform the work. As a result, DoD was dependent on the
services contractors for program continuity and the "corporate
knowledge" needed to plan, analyze, and report operational tests,
and spent over $44 million annually for contractor assistance
that was not as cost-effective as developing an in-house
capability (Finding B).

Internal Controls. Internal controls were not adequate to
prevent the services contractors that had participated in
development of major Defense acquisitions systems from supporting
operational tests for the systems (Finding A). See internal
controls section in Part I of this report for more details.



Potential Benefits of Audit. The audit showed that the Director
and the Test agencies could reduce costs by about $26.1 million
for FY's 1992 through 1996 by decreasing their services contracts
60 percent and developing an in-house capability to support
operational tests (Appendix R).

Summary of Recommendations. We recommended additional
procedures, legislative changes, internal controls, and replacing
services contractors with in-house civilian employees.

Management Comments. The Director concurred with Finding A
recommendations to require program managers to identify services
contractors used for development and to develop a standard
organizational conflict of interest clause. The Director did not
believe there was a need for legislation that would allow Test
agencies to obtain wailvers to use the same services contractors
to support operational tests that participated in development.
The Director of Defense Procurement agreed to include the
conflict of interest clause in DoD regulations.

The Army, Navy, and Air Force concurred with Finding A
recommendations to insert conflict of interest clauses in
services contracts and to direct contracting officers to enforce
the provisions. The Army did not believe any conflicts of
interest had occurred, the Navy agreed to take action to remove
existing conflicts of interest, and the Air Force thought that
the same contractors should be able to support operational tests
and development when "adequate safeguards" were in place.

The Director, the Assistant Secretary of Defense (Force
Management and Personnel), and the Navy basically nonconcurred
with Finding B recommendations to hire additional civilian
personnel and reduce their reliance on services contractors. The
Army concurred with the recommendations and the Air Force
basically concurred pending an analysis of the costs and
benefits.

The DoD Director of Contracted Advisory and Assistance Services
(CAAS), commented that its current CAAS definition excluded the
contractor services used by the Test agencies.

We request that the Director of Operational Test and Evaluation,
the Assistant Secretary of Defense (Force Management and
Personnel), the Army Operational Test and Evaluation Command, the
Navy Operational Test and Evaluation Force, the Air Force
Operational Test and Evaluation Center, and the Director of
Contracted Advisory and Assistance Services provide additional
comments to the final report by October 21, 1991. The full
discussion of the responsiveness of management comments is
included in Part II of the report, and the complete text of
management comments is included in Part IV of the report.
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PART I - INTRODUCTION

Background

Operational Test and Evaluation (operational test) is the field
test, under realistic conditions, of any item (or key component)
of weapons, equipment, or munitions for determining their
effectiveness and suitability in combat by typical military users
and the evaluation of the results of such tests. The primary
purpose of operational tests is to ensure that only operationally
effective and suitable systems are delivered to the operating
forces.

The Director of Operational Test and Evaluation (the Director) is
the principal advisor to the Secretary of Defense and the Under
Secretary of Defense for Acquisition within DoD. The Director
prescribes policies and procedures for the conduct of operational
tests, monitors and reviews operational tests, and coordinates
operational tests conducted jointly by more than one Military
Department or Defense agency.

In each DoD Component, one major field Operational Test Agency
(Test agency) is responsible for planning and conducting all
operational tests. In addition, the Test agency conducts
operational tests, reports test results, and provides an
evaluation of the tested system's operational effectiveness and
suitability directly to the appropriate Service chief or Defense
agency director. The Test agency is independent from the
material developing/procuring agency and the using agency.

The Director oversees operational tests conducted by the
four Test agencies within the Services, which include: the Army
Operational Test and Evaluation Agency (OTEA), the Navy
Operational Test and Evaluation Force (OPTEVFOR), the Air Force
Operational Test and Evaluation Center (AFOTEC), and the Marine
Corps Operational Test and Evaluation Activity (MCOTEA). In
November 1990, the Army's Operational Test Agency was reorganized
into the Army Operational Test and Evaluation Command (OPTEC).

Objectives

The overall objective of this audit was to determine whether the
same services contractors that participated in the development of
major Defense acquisition systems were also involved in the
operational tests of those systems. We also evaluated the
effectiveness of applicable internal controls. We expanded the
scope of our objective during the survey phase to determined
whether using services contracts was more cost-effective than
developing a capability to perform the work in-house.



Scope

Annual report on operational tests. We initially selected
four systems from each Military Department from the Director's
FY 1989 Annual Report on Operational Tests. We did not include
the Marine Corps in our review because no programs were described
in the report. For the Navy, we changed our approach and
reviewed two systems and each of the Test agency's services
contracts (excluding classified contracts) and determined whether
any of the contractors or subcontractors were also supporting
development.,

Services contracts used in FY's 1989 and 1990. We visited
the program management office, development or technical test
sites, and the operational test sites to review the services
contracts used in FY's 1989 and 1990. We determined the costs of
these contracts, the contractors and subcontractors performing
the work, and the specific taskings each contractor performed.
We also determined the services contractors from earlier fiscal
years.

Hourly costs for services contractors. We analyzed costs on
21 services contracts and determined the hourly costs for each of

the contractor personnel categories. We compared these hourly
costs to the hourly costs of comparable civilian Government
employees. The Director and the Test agencies spent over

$44 million for services contractors in FY 1990.

Audit period, reason for audit, standards, and locations.

This program audit was made from April 1990 through January 1991
at the request of Representative Barbara Boxer who was interested
in knowing to what extent contractors involved in the development
or production of a weapon system were also hired to consult on
the operational tests of those systems, and for what purpose.
The audit was made in accordance with auditing standards issued
by the Comptroller General of the United States, as implemented
by the Inspector General, DoD, and accordingly included such
tests of internal controls as were considered necessary. The
implementation of the Federal Managers' Financial Integrity Act
by Defense activities to strengthen internal controls did not
specifically relate to our audit objectives; therefore, an
evaluation was not possible within the scope of our audit. We
did not rely on any computer-based data to accomplish the audit
objectives. Activities wvisited or contacted are 1listed in
Appendix S.

Internal Controls

The audit identified material internal control weaknesses as
defined by Public Law 97-225, Office of Management and Budget
Circular A-123, and DoD Directive 5010.38. Controls were not
established or effective to prevent services contractors from



supporting operational tests and development for major Defense
acquisition systems. All recommendations to Finding A in this
report, if implemented, will correct the weaknesses. We have
determined that monetary benefits will not be realized by
implementing recommendations to Finding A. A copy of this report
will be provided to the senior official responsible for internal
controls within the Secretaries of the Army, Navy, and Air Force.

Prior Audits and Other Reviews

General Accounting Office (GAO) reports.

GAO Report No. NSIAD-90-119, (OSD Case 8026-A),
"CONSULTING SERVICES: Role and Use in Acquiring Three Weapon
Systems," August 20, 1990, stated that GAO reviewed three DoD
weapon systems to determine:

o how DoD used consulting services in acquiring
these systems;

0 how the systems' contractors used consultants;

o whether consultants worked for both the
Government and Defense contractors on these systems, and if so,
whether any conflicts of interest existed; and

o how well DoD identified and reported its use of
consulting services.

GAO found no basis to conclude that conflicts of interest existed
in the three instances it identified where consultants worked for
both the Government and a Defense contractor on matters related
to the same weapon system. GAO's review, however, did highlight
key principles to guide the Government's approach to addressing
conflicts of interest concerns, among them the need for
Government awareness of consultant employment relationships in
order to make informed judgment about potential conflicts and the
use of appropriate contract clauses to avoid or mitigate
identified conflicts. No recommendations were made in this area.

GAO also found that DoD did not accurately identify or report its
use of consulting services, due to difficulties in interpreting
the definitions of these services or other internal control
weaknesses. For this finding, GAO recommended that the Secretary
of Defense:

o review and clarify existing guidance on CAAS to preclude
differing interpretations among the Services;



o direct the DoD and component CAAS directors to strengthen
their review procedures to ensure that the Services accurately
report CAAS budget data; and

o direct the Secretaries of the Army, Navy, and Air Force
to review, and where necessary, develop or revise their
individual instructions and procedures to ensure that CAAS is
accurately identified and entered into the accounting system.

DoD concurred with the finding and recommendations and stated
that it will develop an "action plan" to strengthen CAAS
management and reporting controls.

GAO Report No. NSIAD-91-60, (OSD Case 8382), "TEST AND
EVALUATION: The Director, Operational Test and Evaluation's
Controls Over Contractors,"”" December 21, 1990, addressed the
Director's management of its contracts, controls over conflicts
of interest, the appropriateness of the use of the Institute for
Defense Analysis, and the Institute's conflict of interest
controls over its use of consultants and subcontractors. GAO
found that the Director was complying with existing policies and
procedures relating to possible conflicts of interest but was
concerned about work performed by the Institute. GAO made no
recommendations.

GAO Draft Report Code 966408, (OSD Case 8772),
"GOVERNMENT CONSULTANTS: Are Contract Consultants Performing
Inherently Governmental Functions,” July 19, 1991, addressed the
issue of determining what functions are inherently Governmental.
GAO found that it was difficult to apply the Office of Management
and Budget (OMB's) broad definition of inherently Governmental
functions objectively to functions not specifically listed in the
guidance. GAO also found that regardless of whether the
Government carries out activities with its own employees or by
contract, it must have the core capability and a sufficient
number of trained and experienced staff to properly manage and be
accountable for its work. GAO recommended that OMB:

o clarify guidance to agencies on contracting for
consulting services,

o compile a short generic list of functions which
should never be contracted out, and

o require implementing instructions from each
agency.

GAO also recommended that the Senate Committee on Governmental
Affairs:

o hold hearings on the revised guidance to ensure that it
was consistent with congressional views on the subject, and



o provide agencies with the authority and flexibility to
use Government employees for activities that may be considered
inherently Governmental in nature.

DoD Office of the Assistant Inspector General-Inspections.
Inspection Report No. 91-INS-09, "Operational Test and Evaluation
Within the Department of Defense," May 24, 1991. The inspection
report found that:

0 the present operational test structure was dependent
on the acquisition system and should have more independence;

o operational test processes were well designed
conceptually, but did not always function optimally because of
problems in the operational test structure; and

o DoD had not developed systems for selection,
assignment, and continuous training of operational test
personnel.

Recommendations were made for changes in legislation,
organization, and policy and procedures designed to improve
operational tests by addressing the systemic problems identified.






PART II - FINDINGS AND RECOMMENDATIONS

A. SERVICES CONTRACTORS SUPPORTING OPERATIONAL TESTS AND
DEVELOPMENT

The Test agencies frequently used the same services contractors
to support the operational tests for major Defense acquisition
systems that participated in the development of the systems
because the internal controls were not adequate. In addition,
the services contracts did not always include conflicts of
interest clauses that prohibited services contractors from
supporting the operational tests and the development.
Furthermore, when the contracts did contain the proper clauses,
the contractors and subcontractors did not always adhere to the
clauses. As a result, operational tests did not attain the
required impartiality and independence, test assessments may have
been biased, and systems may have been produced and deployed with
unknown performance limitations.

DISCUSSION OF DETAILS

Background

10 U.S.C. 2399, as implemented by Public Law 101-189, November
29, 1989, "Operational Test and Evaluation of Defense Acquisition
Programs," subsection (e) "Impartial Contracted Advisory and
Assistance Services," part (3), states that:

A contractor that has participated in (or is
participating 1in) the development, production, or
testing of a system for a Military Department or
Defense Agency (or for another contractor of the
Department of Defense) may not be involved (in any
way) in the establishment of criteria for data
collection, performance assessment, or evaluation
activities for the operational test and evaluation.

Army Systems

The same services contractors supported the development and the
operational tests for the Pedestal Mounted Stinger system and the
Line of Sight-Forward-Heavy system. There were no conflicts of
interest relating to the M109A3E2 Howitzer Improvement Program or
the Joint Surveillance Target Attack Radar System, Ground Station
Module. Details of the two systems with conflicts of interest
follow.

Pedestal Mounted Stinger System. The Project Office at the
Army Missile Command is responsible for life-cycle management of
the system including development, technical test and evaluation
acquisition, procurement, and production.




The U.S. Army Air Defense Artillery School (the Army School) at
Fort Bliss, Texas, conducts a wide range of test and evaluation,
and combat development activities for Army air defense artillery
systems, including the Pedestal Mounted Stinger system. The Army
School was the independent evaluator for force development test
and experimentation phases I and II for the system. The Army
Operational Test Agency was the initial operational test
evaluator for the system.

Two contractors, Colsa, Incorporated (Colsa) and BDM
International, Inc. (BDM) participated in both the development
and the operational tests of the system (Appendix A). The tasks
performed by the two contractors follow.

Development. The Project Office had a services contract
that was awarded to Colsa in November 1987 to provide system
engineering and technical assistance during the development phase
of the system. The contractor was tasked to attend program
meetings; analyze presentations and discussions; provide
recommendations; develop data; and perform independent analyses
for management, technical, and evaluation support to the Program
Manager for the system and all system derivatives. As of
September 1990, the total contract price was about $9 million.

The Project Office contracted with BDM to develop a Performance
BAnalysis Database and support concept definition/formulation to
support out-year planning for the system. The work was done in
direct support of the Army Missile Command's Research,
Development, and Engineering Center and was funded by the Project
Engineer.

Operational tests. The Concepts and Studies Division of
the Army School had a services contract that was awarded to Colsa
in September 1987 to provide general technical and analytical
services support. The contractor was required to develop air
defense artillery technological concepts and simulation/analysis
of system performance, tactics, and doctrine associated with
current, new, or improved air defense artillery systems.
Contract efforts included contributing to the preparation of
organizational and operational plans, and test issues and
criteria documents. As of September 1990, the contract was
funded for about $5.7 million.

The Materiel and Logistics Systems Division of the Army School,
Directorate of Combat Developments, had a second services
contract that was awarded to Colsa in January 1988 to provide
technical support to review and analyze forward area air defense
systems requirements and test results. As of September 1990,
this contract was funded for about $6.8 million.

The Test and Evaluation Division of the Army School, Directorate
of Combat Developments, had a third services contract that was



awarded to Colsa in May 1988 to perform and document studies and
analyses in support of Army materiel systems' test and
evaluation. Specific tasks required the contractor to prepare
the following items for the system: the Critical Issues and
Criteria document, the Independent Evaluation Plan for force
development test and experimentation phase 1II, and the
Independent Evaluation Report for force development test and
experimentation phase 1I. This contract was funded for about
$1.2 million.

The Colsa contracts did not include organizational conflict of
interest clauses that addressed the 1issue of <contractors
supporting Operational Tests and Development.

The Army Operational Test Agency had a $25 million services
contract that was awarded to BDM in July 1988 for a 5-year
period. In January 1989, the Army tasked BDM to provide
technical services in support of continuous and comprehensive
evaluation of the system, at a cost of about $1.1 million. The
technical support included reviewing test documentation,
performing data analysis in support of operational assessments
and the independent evaluation report, and providing technical
assistance in preparation of evaluation briefings and reports.
BDM used the Management Assistance Corporation of America (MACA)
as its major subcontractor.

The contract included an organizational conflict of interest
clause that required the contractor and its subcontractors to
notify the contracting officer of any contracts or subcontracts
to support the cognizant DoD program or project manager. In
January 1991, BDM notified the Army Operational Test Agency and
the contracting officer of a potential conflict of interest
relating to the support that BDM provided to the Army Missile
Command for the Project Office.

Line of Sight-Forward-Heavy System. The Project Management
Office for the system, which is collocated and supported by the
Army Missile Command, is responsible for life-cycle management of
the system including development, technical test and evaluation,
acquisition, procurement, and production.

The U.S. Army Air Defense Artillery Board (the Army Board) is an
element of the Test and Experimentation Command whose primary
functions are operational testing, evaluation, analyses, and
combat development. The Army Board was the force development
test and experimentation phase I tester for the system, and the
Army Operational Test Agency was the initial operational test
evaluator for the system.

One contractor, CAS, Incorporated (CAS) participated in the
operational tests and the development of the system
(Appendix B). Details of the tasks CAS performed are as follows.



Development. In February 1988, the Project Management
Office funded a task order for CAS to provide technical support
at a cost of about $1.1 million.

The Project Management Office had a follow-on contract that was
awarded to Native American Services Associates in December 1989
to provide technical support in the areas of system integration,
logistics, production engineering, and program management in
support of the continuing system acquisition process. The
contract had a value of about $1.3 million, and CAS was the major
subcontractor.

The Army Materiel Test and Evaluation Directorate had a services
contract with United International Engineering. In April 1990,
the Directorate tasked the contractor to provide system analysis
support for Technical Test Phases A, B, and D and also for
Operational Tests of missile firing missions. The estimated cost
of the task was about $228,000. Again CAS was a major
subcontractor providing support.

Operational tests. The Army Board had a services
contract that was awarded to MACA in March 1987 for support in
performing its mission. General tasks to be performed included
support services for analysis, testing, integrated 1logistics,
engineering, operations, management, and for other areas. From
March 1987 through September 1990, the contract was funded for
about $12.6 million, and CAS was MACA's major subcontractor.
Examples of the tasks CAS performed relating to the system
included preparing Test Planning reports, Operational Test
Readiness Reviews, Force Development Test and Experimentation
Phase II results reports, and Early Operational Assessments.

The Army Operational Test Agency tasked BDM to provide support
for operational tests of the system under its services
contract. Four delivery orders totaling about $2.3 million were
issued to support the Army Operational Test Agency with its
mission to evaluate the system. BDM used CAS and MACA as its
major subcontractors to perform the tasks that included:
oversight, data analysis, technical support and status reporting
for technical testing; development of a data reduction scheme and
an implementation plan for end-to-end data retrieval for the
systems 1initial operational test; and technical services 1in
support of the Army Operational Test Agency's participation in
force development test and experimentation phase II and the
initial operational tests of the system.

The Army's contract with BDM contained an organizational conflict
of interest clause that required the contractor and its
subcontractors to notify the contracting officer of any contracts
or subcontracts to support the cognizant DoD program or Project
Manager. However, neither BDM nor CAS informed the contracting
officer that CAS had supported the Project Management Office and
the Army Materiel Test and Evaluation Directorate with the
development of the system.
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Navy Systems

The same services contractor supported the development and the
operational tests for the F-14 TOMCAT and Advanced Medium Range
BAir-to-Air Missile (AMRAAM) systems. There were no conflicts of
interest on the other five services contracts used by the Navy
Operational Test Agency and reviewed as a part of this audit.
Details of the organizational conflicts of interest relating to
the F-14 TOMCAT system follow, and the AMRAAM system is discussed
under Air Force systems.

F-14 TOMCAT System. The Pacific Missile Test Center (Test
Center) performs development, test, evaluation, and follow-on
engineering, logistics, and training support for Naval weapons,
weapon systems, and related devices. The Naval Air Development
Center performs warfare mission analyses, engineering analyses,
engineering development for aircraft and avionics systems and
subsystems, and the integration of air combat systems into Naval
aircraft. Both Centers are under the cognizance of the Naval Air

Systems Command. The Navy Operational Test Agency has a
detachment located at the Test Center which was assigned
responsibility for planning, conducting, and reporting

operational tests for the F-14 TOMCAT system.

One contractor, Veda, Incorporated (Veda) participated in the
operational tests and the development of the F-14 TOMCAT system
{Appendix C). In addition, the same Veda employees worked on
both the operational tests and the development of the F-14 TOMCAT
system. Details of the tasks Veda performed are as follows.

Development. The Flight Test Division at the Test
Center had a Services contract with Veda to provide engineering
and technical services for flight test planning, analysis of test
data, preparation of test and problem reports, and investigations

for system problems. The task order contract was awarded in
September 1989, with a base year and 4 option years at a total
estimated cost of $15.8 million. Specific systems that may be

supported include the F-14, A-6, and F-18 aircraft and
SIDEWINDER, SPARROW, PHOENIX, and AMRAAM missiles. The Test
Center issued Veda two task orders with a total cost not to
exceed $1.2 million to provide engineering development, and test
and evaluation support for the F-14 TOMCAT weapons system and
tactical software.

The Naval Air Development Center had a services contract with
Veda that was awarded in May 1988, with a base year and 2 option
years at a total estimated cost of $9.6 million. Specific
systems that may be supported included the F-14, A-6, F/A-18,
AV-8B, and V-22 aircraft and the AIM-54 Phoenix and AMRAAM
missiles. From May 1988 through May 1990, about $2.5 million of
the work performed on this contract supported the F-14 TOMCAT
system.
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Operational tests. The Navy Operational Test Agency's
detachment at the Test Center had a services contract with SIMSUM
Operational Research to provide analytical support for test
planning, project operations, and test analysis. The task order
contract was awarded in April 1986, with a base year and 2 option
years at a total estimated cost of $2.3 million. Several tests
to be supported were Follow-on Operational Test and Evaluation of
the F/A-18A aircraft and AIM-54C, AIM-7M, and AIM-9M missiles;
and Operational Evaluation of the F-14D aircraft and the AIM-120
missile. Veda was SIMSUM's major subcontractor on the contract.

The Operational Test Agency's detachment had a follow-on services
contract with Webster Engineering to provide analytical support
in determining the operational effectiveness and suitability of
weapons, weapon systems, aircraft and aircraft modifications, and
electronic warfare equipment. The task order contract was
awarded in August 1989, with a base year and 4 option years at a
total estimated cost of $6.3 million. Systems that may require
support included the F/A-18A and F-14D aircraft, and the AIM-120,
AIM~-54C/C+, AIM-7M and O9M  missiles. Veda was Webster
Engineering's major subcontractor on this contract. The Veda
employees who supported the detachment on the operational tests
for the F-14A 115A tape, the test planning for the F-14D IIC Test
Plan, and the F-14D and AMRAAM Operational Evaluations also
supported the Flight Test Division at the Test Center on its Veda
contract that provided development support for the F-14 TOMCAT
system.

The Webster Engineering contract contained an organizational
conflict of interest clause that required the contractor to
certify that he and his affiliates (subcontractors) had no
interest or involvement in any of the systems that the
Operational Test Agency's detachment planned to operationally
test during the contract. This clause should have precluded Veda
from supporting the Navy Operational Test Agency's detachment.
However, Webster Engineering sent the contracting officer a
letter stating that neither he nor Veda felt that there was any
conflict of interest relevant to the contract. The Webster
Engineering letter was based on a Veda letter in which Veda
stated that it had reviewed the organizational conflicts of
interest clause and that it was in compliance with the clause and
would remain in compliance.

Air Force Systems

The same services contractors supported the development and the
operational tests for the AMRAAM; Military, Strategic, Tactical
and Relay (MILSTAR); and Over-The-Horizon Backscatter Radar
(Radar) systems. There was no conflict of interest relating to
the Low-Altitude Navigation and Targeting Infrared-for-Night
system. Details of the conflicts of interest for the systems
follow.
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AMRAAM System. The Joint System Program Office, collocated
with the Air Force Systems Command, Munitions Systems Division,
has acquisition management responsibility for the AMRAAM

program. Since the Navy also uses the AMRAAM system, the
developmental test and evaluation was partially conducted at the
Navy Test Center. The Navy's operational test detachment at the

Test Center was assigned responsibility for planning, conducting,
and reporting the Navy's operational tests for the AMRAAM system.
The Air Force Operational Test Agency was responsible for
planning, conducting, and reporting the Air Force's initial
operational tests for the AMRAAM system.

Veda and the McLaughlin Research Corporation (McLaughlin) had
participated in the development and in the operational tests of
the AMRAAM system (Appendix D). Details of the tasks Veda and
McLaughlin performed are as follows.

Development. The program office had a services contract
with Veda that was awarded in June 1989 to provide technical
support for the management, analysis, and interpretation of the
AMRAAM test data base. 1Included in the scope were operation and
maintenance of the AMRAAM data base management system;
preparation of technical reports and documented performance of
the AMRAAM system; designing, coding, developing and testing of
enhancements to the management system; and assistance in the
preparation of flight test data analysis. The estimated cost of
the contract was $3 million

In January 1989, the Navy Test Center contracted with McLaughlin
to provide engineering evaluation, analysis, and test support
services for the AMRAAM system. The scope included analyzing and
evaluating AMRAAM missile flight test/simulation data, preparing
system level documentation and flight test reports, providing
documentation of specific AMRAAM  program elements, and
documenting Government test plans for AMRAAM simulation and
flight testing. The estimated cost of the contract was
$7.1 million.

Operational tests. The Navy Operational Test Agency's
detachment at the Test Center contracted with Webster Engineering
to provide analytical support services during operational tests
of the AMRAAM system. Webster's subcontractor, Veda, 1Inc.,
monitored air/launch and AMRAAM captive equipment missions,
validated and analyzed missile data, coordinated with Test Center
for lethality information, and supplied the effectiveness portion
of the final operational test report. We also determined that
several Veda employees, who supported the operational tests, also
worked on a Veda contract for the AMRAAM program office. The
Webster Engineering contract contained an organizational conflict
of interest clause that should have prevented Veda from
supporting the operational tests because Veda was already
supporting the AMRAAM program office. This condition was
previously described under the Navy systems.
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Using the Navy Test Center's contract with McLaughlin, the Air
Force Operational Test Agency tasked the contractor to provide
support for the Air Force initial and follow-on operational tests
of AMRAAM test firing programs. Tasks 1included providing
technical and analytical expertise for planning, designing,
establishing support requirements, and conducting/reporting of
operational tests involving the F-16/AMRAAM and the F-15/AMRAAM
weapon systems. The McLaughlin contract did not have an
organizational conflict of interest clause that related to the
contractor not supporting operational tests and development.

MILSTAR System. The MILSTAR Joint Program Office,
collocated with the Air Force Systems Command, Space Systems
Division, has acquisition and program management responsibility
for the satellite and mission control segments of MILSTAR. The
Air Force Systems Command, Electronic Systems Division, has
responsibility for the Air Force terminal segment. The Army and
Navy will procure their own service-unique terminals, and the
terminals interoperations will be managed by the Joint Terminal
Program Office under the direction of the MILSTAR Joint Program
Office. The Air Force Operational Test Agency was responsible
for operational tests of the Air Force terminal and mission
control segments for the MILSTAR system.

We determined that three contractors: Booz-Allen & Hamilton,
Incorporated (Booz~-Allen); BDM; and Science Applications
International Corporation (SAIC) participated in the development
and the operational tests of the MILSTAR system (Appendix E).
Details of the tasks the contractors performed are as follows.

Development. The Joint Terminal Program Office has a
contract with Booz-Allen that was awarded in November 1986 to
provide system engineering, configuration management, integrated
logistics, test and evaluation, development and analysis for
MILSTAR segments, and MILSTAR terminal interoperability test
planning and support. As of October 1990, the total cost of the
contract was about $12 million.

The MILSTAR Air Force terminal production contractor, Rockwell
International Corporation, subcontracted with BDM in October 1990
to perform Radiation Lot Acceptance Testing on specific parts for
the Air Force MILSTAR terminal program at a cost of about
$296,000.

The MILSTAR satellite and mission control segment production
contractor, Lockheed Missiles and Space Company, subcontracted
with SAIC in January 1989 to conduct specified Electromagnetic
Pulse Analyses for the MILSTAR mission control element system.
As of June 1990, the cost was about $355,000.
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Operational tests. The Air Force Operational Test
Agency had two service contracts with Booz-Allen that were
awarded in February 1986 and May 1989. The agency issued a total
of five task orders under these contracts to support the MILSTAR
system. The contractor was tasked to develop an Operational Test
Nuclear Assessment Plan for the MILSTAR Air Force terminal and
mission control element. The tasks were to support the initial
operational tests of the system and to execute the initial phase
of the operational nuclear survivability assessment plan for the
terminal in support of the low-rate initial production decision
and the multiservice initial operational tests. 1In addition, the
contractor was to support the survivability portions of the Air
Force's early operational assessment and initial operational
tests for the mission control and terminal segments. The
estimated cost of the MILSTAR task orders on these contracts was
$1.4 million.

The Air Force Operational Test Agency also had a services
contract with BDM that was awarded in July 1985 to provide
technical support to the agency. From 1986 to 1989 the Test
agency issued four task orders to BDM in support of the MILSTAR
system. BDM was required to provide technical effort to support:
the development of the MILSTAR initial operational tests and
multiservice test plans; the development of the Air Force
Terminal low-rate initial production operational assessment plan
and the baseline set of test scenarios for the terminal
interoperability initial operational tests; and the development
of the terminal operational test event descriptions, £light
profiles, and data collection methods used to collect appropriate
operational test data. The estimated cost of the MILSTAR tasks
on this contract was about $1.34 million.

The Air Force Operational Test Agency also had a services
contract with SAIC that was awarded in July 1989 to support the
survivability portion of the early operational assessment and the
initial operational tests of the MILSTAR Satellite. Specific
tasks required SAIC to support MILSTAR test execution, test
reporting, methodology development, and special investigations
and analyses. The estimated cost of these tasks was $500,000.

The organizational <conflict of interest <clauses in the
three contracts should have precluded these contractors from
supporting the Air Force Operational Test Agency in these
instances.

Radar System. The System Program Office collocated with the
Air Force Systems Command, Electronic Systems Division, has
acquisition and program management responsibility for the Radar
system. The Air Force Operational Test Agency was responsible
for planning, conducting, and reporting initial operational tests
for the Radar system.
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One contractor, SAIC, participated in the development and the
operational tests of the Radar system (Appendix F). Details of
the tasks SAIC performed are as follows.

Development. The Radar system's prime contractor,
General Electric Company, subcontracted with SAIC in
November 1986 to perform an engineering and economic study/
analysis to determine the most cost-effective method of
transferring processed radar data from the receive site to the
operations center for the West Coast Radar system at a total cost
of about $290,000.

Operational tests. The Air Force Operational Test
Agency tasked SAIC in December 1989 to provide analytical support
for test planning, execution, reporting, software development,
and simulation/modeling activities for the Radar system East
Coast Radar Station initial operational tests. SAIC was also
tasked to maintain a system to reduce and format data collected
during initial operational tests for analysis by agency. The
total cost of the SAIC tasks was about $1.6 million.

Services Contractors that Participated in Development

Program managers were not required to maintain a list of services
contractors that participated in the development of systems.
Consequently, contracting officers did not know which services
contractors should be excluded from the operational tests, and it
was difficult for the Director and the Test agencies to identify
when the same services contractors were used for both operational
tests and development of the systems.

Waivers For Use of Services Contractors

The audit was based on a strict interpretation of 10 U.S.C. 2399,
which prohibits the same services contractor from supporting both
operational tests and development of the same system. Some of
the instances identified in the report, where the same services
contractors were involved in both areas, related to only minor
involvement by the contractor in either the operational tests or
the development of the system. These violations of the statute
probably had no impact on the impartiality or independence of the
operational tests. Even though the Director did not request any
waivers during FY 1991, the statute does provide that the
Director may waive the 1limitation of the use of services
contractors if the Director determines in writing that sufficient
steps have been taken to ensure the impartiality of the
contractor in providing the services. The Inspector General,
DoD, is required to review the Director's waivers and make an
assessment in its semiannual report. However, there are no such
provisions for the Test agencies to obtain waivers and use the
same services contractors under similar conditions.
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Organizational Conflicts of Interest

Federal Acquisition Regulation (FAR), subpart 9.5,
"Organizational Conflicts of Interest,"” prescribes
responsibilities, general rules, and procedures to identify,
evaluate, and resolve organizational conflicts of interest. The
FAR also provides examples to assist contracting officers in
applying the rules and procedures to individual contracting
situations. The regulation states that an organizational
conflict of interest exists when the contractor obtains an unfair
competitive advantage or when its objectivity would be impaired
without some restriction of future activities. However, the
organizational conflicts of interest guidance in the FAR does not
address the issue of using the same services contractors to
support both the development and the operational tests of a
system. Our review showed that the Test agency's contracting
officers used different conflicts of interest clauses.
Furthermore, because there was not a standard organizational
conflict of interest clause, the clauses used did not always
preclude services contractors from supporting both the
development and the operational tests of the same systems.

RECOMMENDATIONS, MANAGEMENT COMMENTS, AND AUDIT RESPONSE

1. We recommend that the Director of Operational Test and
Evaluation in conjunction with the Deputy Director, Defense
Research and Engineering (Test Evaluation):

a. Amend DoD Directive 5000.2, "Defense Acquisition
Management Policies and Procedures" to require program managers
to maintain a 1list of all advisory and assistance services
contractors and subcontractors that participated in the
development, production, or testing for major Defense acquisition
systems.

Director of Operational Test and Evaluation comments. The
Director stated that DoD Instruction 5000.2 could be amended to
require that each program manager maintain a list of services
contractors used during development, production, or testing.
Contracting officers for the Operational Test Agencies would then
be required to exclude those services contractors from the
operational tests.

Audit response. We request that management provide a
completion date for this action when responding to the final
report. In the draft audit report, we recommended that the
Test and Evaluation Master Plan be used to identify the
services contractors supporting development and operational
tests. Based on managements response, we deleted that
portion of the recommendation from the final report.
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b. Propose legislation that would allow the Operational Test
Agencies to obtain waivers from the Director of Operational Test
and Evaluation to use the same advisory and assistance services
contractors that participated in the development, production, or
testing to also support the operational test and evaluation under
justifiable conditions when sufficient steps have been taken to
ensure the impartiality of the contractor services.

Director of Operational Test and Evaluation comments. The
Director nonconcurred with the recommendation and commented that
initiating legislation at this point appeared to be premature
because he had not been made aware of any difficulty in obtaining
services contractors due to legislative constraint.

Army comments. OPTEC concurred with the recommendation and
commented that services contractors, by virtue of their earlier
involvement in the development of the program and the highly
specialized nature of the services provided, often had the
technical knowledge and expertise that could not otherwise be
acquired and were sometimes imperative to the operational tests.
OPTEC thought they should be able to use the same services
contractors in selected instances when the contractors
impartiality could be demonstrated and that approval authority
for the waivers should reside within the Service requiring the
support.

Air Force comments. AFOTEC concurred with the
recommendation, supported the proposal for legislation, and
thought that legislation to clarify the existing law in this area
would be extremely beneficial. AFQTEC also commented that the
audit was based on an overly strict interpretation of the use of
contractors in operational tests.

Audit response. Based on input from the Army and BAir Force,
we request that the Director of Operational Test and
Evaluation reconsider its position about the provisions for
waivers when responding to the final report. The audit was
based on a strict interpretation of 10 U.S.C. 2399, which
prohibits the same services contractors from supporting both
operational tests and development of the same systems. Some
of the instances identified in the report, where the same
services contractors were involved in both areas, related to
only minor involvement by the contractor in either the
operational tests or the development of the system.
Although these were violations of the statute, they probably
had no impact on the impartiality or independence of the
operational tests. In addition, there may also be instances
where contractors with a certain technical expertise that
participated in the development of the system could be
beneficial to the operational tests.
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c. Develop a standard organizational conflict of interest
clause that precludes advisory and assistance services
contractors and subcontractors from participating in development,
production, or testing and operational test and evaluation for
the same systems unless a waiver is obtained.

Director of Operational Test and Evaluation comments. The
Director partially <concurred with the recommendation and
commented that he would work to develop such a clause, but
without the provision for a waiver.

Audit response. We request that management provide a
completion date for this action when responding to the final
report.

2. We recommend that the Director of Defense Procurement direct
the Defense Acquisition Regulations Council to evaluate the
conflict of interest clause developed by the Director of
Operational Test and Evaluation and take appropriate action to
include the clause related to advisory and assistance services
support for operational test and evaluation to the Defense
Federal Acquisition Regulation Supplement.

Director of Defense Procurement comments. The Director of
Defnese Procurement concurred with the recommendation as stated.

3. We recommend that the Commanders of the Military Departments'
Operational Test Agencies:

a. Insert organizational conflict of interest clauses in
existing and future contracted advisory and assistance services
contracts that preclude contractors and subcontractors from
participating in development, production, or testing and in
operational test and evaluation for the same systems.

b. Direct contracting officers to formally notify
contractors of the provisions for impartial contracted advisory
and assistance services in 10 U.S.C. 2399.

c. Direct contracting officers to enforce the provisions in
10 U.S.C. 2399 when contractors or subcontractors are
participating in the development, production, or testing and in
the operational test and evaluation of the same systems.

d. Report the material internal control weakness of using
the same advisory and assistance services contractors to support
operational test and evaluation that participated in development,
production, or testing, and track the status of corrective
actions taken until the problems noted are resolved.

Army comments. OPTEC concurred with Recommendations A.3.a.,
A.3.b., and A.3.c. and commented that contracts currently
included a clause as indicated. OPTEC also commented that
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contracts transferred to its control as a result of the Test and
Evaluation reorganization would be amended to include the
clause. OPTEC nonconcurred with Recommendation A.3.d. and
commented that the same services contractors were not being used
to support two different activities resulting in a conflict of
interest.

Audit response. We are providing a detailed response to
OPTEC comments to Recommendation A.3.d. as Appendix U. Based
on that response, we request that management reconsider its
position when responding to the final report.

Navy comments. OPTEVFOR concurred with each of the
recommendations and commented it presently had an excellent
organizational conflict of interest clause that was included in
each analytical support contract. OPTEVFOR stated that its
contract specialist would have a conference to formally notify
the prospective contractor of the provisions prior to award of
all future contracts. 1In addition, OPTEVFOR commented that they
were actively taking action to remove the existing conflict of
interest with regards to the Webster Engineering, subcontractor
Veda, Inc., and that a new contract would be awarded by
August 1992.

Air Force comments. AFOTEC concurred with Recommendations
A.3.a., A.3.b., and A.3.c. and commented that instructions would
be provided to appropriate contracting activities regarding the
specific clause to be used in each contract. AFOTEC also stated
that instructions would be provided to appropriate contracting
activities to notify contractors of the provisions of 10 U.S.C.
2399 and stated that it is presently taking action to enforce the
provisions and will continue to do so.

AFOTEC also concurred with Recommendation A.3.d. and commented
that they would report material internal control weaknesses in
those cases where they felt adequate safeguards to mitigate
conflict of interest could not be ensured. However, AFOTEC did
not agree with the concept of reporting all circumstances where
the same contractors supported both operational tests and
development, when adequate safeguards were in place.

Audit response. Those instances where the same services
contractors supported both operational tests and development
should be reported as material internal control deficiencies
because they are in violation of the law. Unless legislation
is passed that permits the Test agencies to obtain waivers to
use the same services contractors that supported development
under certain justifiable conditions, even those instances
where AFOTEC believes adequate safeguards were 1in place
should be reported. We request that management reconsider
its position when responding to the final report.
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STATUS OF RECOMMENDATIONS

Response Should Cover:

Concur/ Proposed Completion Related
Number Addressee Nonconcur Action Date Issues*
A.l.a. DOT&E X IC
A.l.b. DOT&E X X X
A.l.c. DOT&E X IC
A.2. DDP No Further Response Required
A.3.a. OPTEC No Further Response Required
OPTEVFOR No Further Response Reqguired
AFQOTEC No Further Response Required
A.3.b. OPTEC No Further Response Required
OPTEVFOR No Further Response Required
AFOTEC No Further Response Required
A.3.c. OPTEC No Further Response Required
OPTEVFOR No Further Response Required
AFOTEC No Further Response Required
A.3.d OPTEC X X X IC
OPTEVFOR No Further Response Required
AFOTEC X X X IC
* IC = material internal control weakness
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B. COST-EFFECTIVENESS OF SERVICES CONTRACTS

The Director and the Test agencies used repeated and extended
services contracts that were not as cost-effective as using
in-house civilian staffs to support operational tests for major
Defense acquisition systems. This occurred because the Director
and the Test agencies lacked sufficient in-house civilian staff
to adequately perform their mission. As a result, the Director
and the Test agencies depended on services contractors for
program continuity and the "corporate knowledge" needed to plan,
analyze, and report operational tests; spent over $44 million
annually for contractor assistance that was not as cost-effective
as developing an in-house capability to perform the work; and
used the same contractors to support the operational tests that
participated in the development of systems (Finding A). We
estimate that the Director and the Test agencies could save about
$26.1 million for FY's 1992 through 1996 by reducing their
services <contracts 60 percent and developing an in-house
capability to support operational tests. In addition, the Test
agencies did not report or control these services contracts as
contracted advisory and assistance services (CAAS).

DISCUSSION OF DETAILS

Background

DoD Directive, 4205.2, January 27, 1986, "DoD Contracted Advisory
and Assistance Services (CAAS)," establishes policy, assigns
responsibilities, and prescribes procedures for planning,
managing, evaluating, and reporting services contracts. The
Directive defines CAAS as those services acquired directly by DoD
from nongovernmental sources to support or improve agency policy
development or decision making, or to support or improve the
management of organizations or the operation of weapon systems,
equipment, and components. There are four CAAS categories:
individual experts and consultants; studies, analyses, and
evaluations; management support services; and engineering and
technical services.

The Directive states that services contracts may be used when
suitable in-house capability 1is unavailable and cannot be
developed in time to meet the needs of the DoD Component
concerned, or development of an in-house capability would not be
cost-effective because the special skills or expertise are not
required full time. The directive also states that services
shall be obtained on an intermittent or temporary basis, as
required, and that repeated or extended services arrangements
shall not be entered into except under extraordinary
circumstances. The directive prohibits the use of services
contracts to bypass or undermine personnel ceilings, pay
limitations, or competitive employment procedures.
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Repeated and Extended Services Contracts

The Director and the Test agencies used repeated and extended
services contracts to support operational tests. We found that
the same contractors or contractor personnel were consistently
providing support to the Test agencies year after year. For
example, Veda had been supporting operational tests of Navy
fighter weapon systems since 1971. Consequently, the contractors
provided the program continuity and gained the "corporate
knowledge" needed to plan, analyze, and report operational
tests. The tasks the contractors performed are described in
Finding A. The Director and the Test agencies spent over
$44 million on services contracts in FY 1990. A breakout of the
amounts the Director and the Test agencies spent on these
contracts in FY 1990 and a brief summary of the extent of
services used over the past few years follow.

FY 1990 AMOUNTS SPENT ON CONTRACTOR
SERVICES, DOT&E AND THE TEST AGENCIES
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The Director spent a total of about $31.1 million for contractor
services during FY's 1987 through 1989. About $18.5 million was
contracted with private companies, and $12.6 million was
contracted with the Institute for Defense BAnalyses, a DoD
Federally Funded Research and Development Center. In FY 1990,
the Director spent almost $10 million for support services, with
the Institute performing about 90 percent of the work.

The Army Operational Test Agency spent a total of about
$28.4 million for contractor services during FY's 1989 and 1990;
however, the Army Test Agency was only the evaluator for
operational tests. The Command that conducted the operational
tests also spent unknown amounts for their own services
contractors. For example, the Test and Experimentation Command,
Experimentation Center, was the 1initial operational test and
evaluation tester for the Pedestal Mounted Stinger and Line of
Sight-Forward-Heavy systems. The Experimentation Center had a
services contract awarded in June 1985 with a base year and
4 option years at a total price of about $71.7 million. Under
the contract, the Experimentation Center tasked its services
contractor to develop portions of the test evaluation plan,
detailed test plan, and test report for the initial operational
tests of the two systems. The Test and Experimentation Command is
now part of the new Army Operational Test and Evaluation
Command. Consequently, the Army's newly established Operational
Test Agency will spend more for services to support operational
tests in FY 1991 and future years than the amounts identified in
this report.

The Navy Operational Test Agency spent a total of about
$15.3 million for contractor services during FY's 1987 through
1989 and over $6 million during FY 1990.

The Air Force Operational Test Agency spent a total of about
$24.8 million for contractor services during FY's 1988 and 1989
and over $16 million during FY 1990.

Services Contracts Were Not Cost-effective

We determined that the services contracts used to support
operational tests were not as cost-effective as developing an
in-house capability to perform the work. Although it may not be
practical to bring 100 percent of these services in-house because
of fluctuations in work load, it would be cost-effective to bring
a significant amount of the effort in-house. We determined that
the Director and the Test agencies were spending an average of
between 21.3 percent and 37.9 percent more for contractor
personnel than the costs of comparable civilian Government
employees (Appendix H). We estimate that the Director and the
Test agencies could save about $8 million annually by reducing
their services contracts 60 percent and developing an in-house
capability to plan, analyze, and report operational tests. Our
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total estimated savings of $26.1 million for FY's 1992 through
1996 were based on a gradual yearly reduction of services
contracts by 10 percent, 25 percent, 40 percent, 60 percent, and
60 percent, respectively, and replacing those contractor
personnel with comparable civilian Government employees.

We developed FY 1990 estimated hourly costs for various grade
levels of civilian Government personnel and added additional
burdens such as retirement, medicare, health insurance, and
fringe benefits to those costs (Appendix I). We compared those
costs to the FY 1990 contractor and subcontractor fully burdened
hourly costs negotiated on the services contracts. Examples of
our analysis of contractor costs and comparable «civilian
Government costs for the Director and Test agencies are provided
as Appendixes J through M, respectively. Further details follow.

o The Director was spending about 31 percent more for
contractor services than the cost of performing the work in-house
with comparable civilian Government employees. We estimate that
the Director can save a total of about $6.1 million during
FY's 1992 through 1996 by reducing its services contracts about
$19.4 million and spending about $13.3 million for comparable
civilian Government employees (Appendix N).

o The Army Operational Test Agency was spending about
22 percent more for contractor services than the cost of
performing the work in-house with comparable civilian Government
employees. We estimate that the Army can save a total of about
$5.1 million during F¥'s 1992 through 1996 by reducing its
services contracts about $23.4 million and spending about
$18.3 million for comparable civilian Government employees
(Appendix 0).

o The Navy Operational Test Agency was spending about
21 percent more for contractor services than the cost of
performing the work in-house with comparable civilian Government
employees. We estimate that the Navy can save a total of about
$2.4 million during FY's 1992 through 1996 by reducing its
services contracts about $11.8 million and spending about
$9.4 million for comparable <civilian Government employees
(Appendix P).

o The Air Force Operational Test Agency was spending about
38 percent more for contractor services than the cost of
performing the work in-house with comparable civilian Government
employees. We estimate that the Air Force can save a total of
about $12.5 million during FY's 1992 through 1996 by reducing its
services contracts about $31.8 million and spending about
$19.8 million for comparable <civilian Government employees
(Appendix Q).
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Eliminate Organizational Conflicts of Interest

As described in Finding A, the same services contractors that
supported operational tests also participated in the development
of the systems. These services contractors had supported the
systems for many years and had provided the program continuity
and the "corporate knowledge" needed to plan, analyze, and report
the operational tests. However, by bringing the support for
operational tests in-house at the Test agencies, DoD would gain
valuable knowledge about the systems being tested and also
eliminate the potential for any organizational conflict of
interest in this area.

Services Contracts Were Not Controlled or Reported as CAAS

The Test agencies did not control or report their services
contracts to support operational tests as CAAS. The Test
agencies stated that these contracts were exempt from CAAS
controls and reporting requirements based on current CAAS
exemptions. However, we reviewed the CAAS exemptions and could
not find any that in our opinion would exempt these services from
being reported and controlled as CAAS. Further, the Director
reported and <controlled its services contracts as CAAS.
Consequently, there were only limited controls over the services
contracts used by the Test agencies to support operational
tests. Some of the additional CAAS controls include an
explanation of what 1is to be procured; a clear, explicit
justification of the need and expected benefit of the services;
and review and approval by the DoD Component Director for CAAS.

Office of Management and Budget Guidance

On March 25, 1991, the Office of Management and Budget provided
budget guidance to DoD and stated that by September 1991,
necessary steps should be taken to ensure that adequate staffing
is available for the performance of inherently governmental
functions. The guidance further stated that DoD should review
its internal instructions to ensure that managers had adequate
guidance on which to base decisions to contract for advisory and
assistance services and recognize those functions that must be
performed by Federal officials and employees. The Office of
Management and Budget stated that it would assist DoD in this
effort, where appropriate.

RECOMMENDATIONS, MANAGEMENT COMMENTS, AND AUDIT RESPONSE

1. We recommend that the Director of Operational Test and
Evaluation and the Commanders of the Military Departments’'
Operational Test Agencies in conjunction with the Assistant
Secretary of Defense (Force Management and Personnel):
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a. Determine in-house civilian personnel requirements needed
to perform their mission.

b. Make appropriate funding adjustments in budget reguest to
gradually hire the additional civilian personnel.

c. Establish a goal to reduce the use of advisory and
assistance services contractors by 60 percent over the next
5 years.

Director of Operational Test and Evaluation and the Deputy
Assistant Secretary of Defense (Requirements & Resources)
comments. The Director and the Deputy Assistant Secretary
concurred with Recommendation B.l.a. and commented that the
Office of the Assistant Secretary of Defense (Force Management
and Personnel) issues annual guidance to the DoD Components to
review all of their manpower requirements. The guidance
addresses military and civilian manpower and states that the
Department's manpower should represent "the most cost efficient
and flexible mix of manpower necessary to support mission
accomplishment." This manpower requirements review is
accomplished as part of the Department's annual budget review.

The Director and the Deputy Assistant Secretary nonconcurred with
Recommendations B.l.b. and B.l.c. and commented that if the
annual review of manpower requirements determined that there was
a continuing, long-term requirement for additional in-house
civilian manpower and that there should be a shift from
contractor personnel to in-house Government employees, then the
organization's total obligational authority should have
sufficient funding to finance these additional in-house
personnel. (If funding for contracts goes down, then there will
be additional funding available to pay in-house salaries.) The
Department uses the in-house and contractor civilian work forces
as fungible resources. The Director also commented that the
proposed percentage reduction in contractor services was
"arbitrary and capricious," with no basis in fact and no
consideration of organizational and operational requirements.

Audit response. The Director and Deputy Assistant Secretary
concurred with the Recommendation A.l.a., but they did not
describe a plan or date when reductions will be initiated.
Although we did not review those contractor services procured
by the Director prior to FY 1987, the Director has spent
about $10 million per year for contractor services in
FY's 1988 through 1991. Unless the Director has determined
that his mission requirements will be greatly reduced in
future years, there appears to be a continuing long-term
requirement for contractor support. We request that
management provide additional information when responding to
the final report and determine the in-house <civilian
personnel requirements needed to perform its mission.
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Based on comments from the Director and the Deputy Assistant
Secretary, we revised recommendations B.l.b. and B.l.c. We
believe the proposed reduction in contractor services was a
reasonable estimate. The Director's budget for FY's 1987
through 1989 was $34.7 million and over 88 percent of it, or

$31 million, was spent for contractor assistance. In
FY 1990, the Director spent almost $10 million for contractor
assistance. We request that management reconsider its

position when responding to Recommendations B.l.b. and B.l.c.
in the final report.

Army comments. OPTEC concurred with Recommendations B.l.a.,
B.l.b., and B.l.c. and commented that they were anxious to bring
more work in-house, and concurrently become less reliant upon
contractor support. However, OPTEC civilian end strength was
reduced by 278 spaces in response to DMRD 936, and further
reductions are planned for the next fiscal year. Concurrently,
the level of test and evaluation activity has remained constant.
OPTEC stated that it has been the Command's objective for
sometime to reduce the level of contractor support and commented
that a reduction of 60 percent in contractual support over the
next 5 years was a reasonable goal. However, OPTEC thought it
was impossible to speculate whether this reduction would generate
the estimated savings.

Audit response. Congress enacted Public Law 98-473 in
FY 1985 to remove civilian employment end-strength ceilings,
and in FY 1986 DoD adopted a ceiling free management policy.
Annual DoD manpower guidance to the DoD Components has stated
that civilian workforce levels should be matched to funded
work 1loads and mission requirements. Further, the Navy
demonstrated that it 1is possible to replace contractor
support with in-house civilian personnel. Based on a 1988
Navy Inspector General report, the Navy initiated a 6-year
effort to recruit 3,178 additional full-time personnel to
provide in-house engineering and management support. The
estimated savings should be substantiated once the contractor
effort is brought in-house.

Navy comments. OPTEVFOR nonconcurred with Recommendations
B.l.a., B.1.b., and B.l.c. and commented that its programs do not
require continual analytical support. OPTEVFOR stated that there
are times when extensive analytical support is required and other
times when no analytical involvement is required.

Audit response. We agree that there are fluctuations in the
amount of analytical support required and that any given
program may not require continual support; however, there
appears to be a continual need for a baselevel amount of
analytical support. This baselevel support is needed to
provide the program continuity and "corporate knowledge"
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needed to plan, analyze, and report operational tests. For
example, OPTEVFOR's detachment at the Pacific Missile Test
Center must rely on contractor support to help plan, analyze,
and report operational tests because it has no civilian staff
to perform this function. These contractor employees work on
multiple programs and are providing what amounts to continual
support. We recommend that management reconsider its
position when responding to the final report.

Air Force comments. AFOTEC concurred with Recommendation
B.l.a. and recommended an in-depth analysis of the costs and
benefits associated with reduced levels of contractor dependence.
AFOTEC further commented that its extended services contracts
were technical and scientific-type contracts that provided its
functional elements specialized expertise.

AFOTEC nonconcurred with Recommendations B.l.b. and B.l.c.
pending further analysis of the costs and benefits associated
with reduced levels of contractor dependence.

Audit response. We recognize that some of AFOTEC's
specialized technical and scientific-type work may be more
effectively performed by specialized services contractors.
However, in-house civilian employees can also effectively
perform tasks in these areas and in general work areas such
as concept development, test planning, test execution, data
management, modeling/simulation, and survivability analysis.
AFOTEC did not state when it would initiate the analyses of
the cost and benefits associated with contractor support. We
request that AFOTEC provide this information in response to
the final report.

2. We recommend that the DoD Director of Contracted Advisory and
Assistance Services, in conjunction with the Comptroller of the
Department of Defense:

a. Include the use of services contracts to support
operational test and evaluation in the ongoing revision to the
definition for contracted advisory and assistance services.

b. Provide guidance that requires the Military Departments'
Operational Test Agencies to report and control their advisory
and assistance services contracts to support operational test and
evaluation as contracted advisory and assistance services.

Director of DoD Contracted Advisory and Assistance Services
comments. The Director of DoD CAAS nonconcurred with the
recommendation and commented that he could not require that Test
agencies report those advisory and assistance services efforts
that were currently exempted/excluded from the definition of
CAAS. The current definition provides specific exclusions that
can be reasonably applied to contractor support used by the Test
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agencies. However, there are ongoing initiatives to strengthen
the management, identification, and reporting of CAAS. A major
task was to develop an "easier to apply CAAS definition" and
ensure that it was consistently applied throughout DoD. The
improved definition of CAAS will be included in the revised DoD
Directive 4205.2, by October 1, 1991.

Audit response. Based on comments from the Director of DoD
CAAS, we revised Recommendation B.2. For many years Congress
has been interested in the DoD Components' use of CAAS, an
area often perceived as vulnerable to abuses such as conflict
of interest, favoritism, and unreasonable costs. Further,
the 1issue of an organizational conflicts of interest
involving the operational tests and development of a major
Defense acquisition system is critical. The audit concluded
that there were organizational conflicts of interests and
unreasonable costs associated with the services contractors
used by the Test agencies. Consequently, we believe the
improve definition of CAAS must not exempt/exclude these
advisory and assistance services used by the Test agencies.
Therefore, based on the improved definition of CAAS, we
request that management reconsider its position when
responding to the final report.

STATUS OF RECOMMENDATIONS

Response Should Cover:
Concur/ Proposed Completion Related

Number Addressee Nonconcur Action Date Issues*
B.l.a. DOT&E X X X M
ASD({FM&P) X X X M
OPTEC No Further Response Required
OPTEVFOR X X X M
AFOTEC X M
B.1l.b. DOT&E X M
ASD(FM&P) X X X M
OPTEC No Further Response Required
OPTEVFOR X X X M
AFOTEC X X X M
B.l.c. DOT&E X X X M
ASD(FM&P) X X X M
OPTEC No Further Response Required
OPTEVFOR X X X M
AFOTEC X X X M
B.2.a. DCAAS X X X IC
B.2.b. DCAAS X X X IC

* M = monetary benefits; IC = material internal control weakness
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PART III - ADDITIONAL INFORMATION

Services Contractors Supporting the Pedestal Mounted
Stinger System

Services Contractors Supporting the
Forward-Heavy System

Line of Sight-

Services Contractors Supporting the F-14 TOMCAT

System

Services Contractors Supporting the AMRAAM System

Services Contractors Supporting the MILSTAR

System
Services Contractors Supporting the Radar System
Listing of Acronyms and Abbreviations

Summary of Cost Difference in using Services
Contracts Versus In-House Civilian Resources

Estimated Costs for Civilian Government Employees

Comparison of Contractor Costs Versus In-House Costs
for IDA Contract MDA903-89-C-0003

Comparison of Contractor Costs Versus In-House Costs
for BDM Contract MDAS03-88-D-0018

Comparison of Contractor Costs Versus In-House Costs
for Webster Engineering Contract N00123-89-D-0039

Comparison of Contractor Costs Versus In-House Costs
for SAIC Contract F29601-89-C-0070

Director of Operational Test and Evaluation,
Projected Savings From Performing Work In-House
For FY's 1992-1996

Army Operational Test and Evaluation Agency,
Projected Savings From Performing Work In-House
For FY's 1992-1996

Navy Operational Test and Evaluation Force,
Projected Savings From Performing Work In-House
For FY's 1992-1996

Air Force Operational Test and Evaluation Center,
Projected Savings From Performing Work In-House
For FY's 1992-1996
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APPENDIX G:

LISTING OF ACRONYMS AND ABBREVIATIONS

ADABD.....
ADASCH....
AFOTEC....
AFSC......
AMC..evven
ARMTE.....
ASI..ceenen
ATI..evenn
BOOZ-ALLEN
BDM.......
CAS....ens
COLSA.....
DOT&E.....
DSC.cevene
DYNETICS..
ENTEK.....
ESSEX.....
ESD...vvss
FDT&E.....

FOT&E. ..

GE........
IDA.......
JOT&E.....
JSPO.eonne

JTPO..oo e
LMSC...0v
MACA......
MICOM.....

MSD....v.
NADC.....
NAS......
NAVAIR....
OPTEVFOR. .
OT&E...s .
OTEA......

e e ¢ o o & @
e e o ¢ & & o

.
.
.
.

e o e o @

e e o o e o

PMTC.vovonns
PRC.cooeoens
PSL.veococes
RAVEN. .. coeeosee
ROCKWELL..ceeusen
SAIC...ccecescsnns
SIMSUM. ..ccoveens
SPO.cecesecnonnns
SOD . cevteecsossasesasssscsssssssssessvesss.Space Systems Division
SVERDRUP..::essesessssssessesssssSverdrup Technology Incorporated

e ® & o o ®
e & © e 8 e ® e e ° s s ® s °o s o

e o s .
*» s » e

-
.
.
.
.
.
.
.
.
.

e @ e o ¢ e o e o e e & e+ & s =

e o e o o

teseesssssses..Army Air Defense Artillery Board
teesesessesss.Army Air Defense Artillery School

Air Force Operational Test and Evaluation Center

.

teteesecssecessssesssesBir Force Systems Command
Ceesecesseecssssssasscssss Army Materiel Command
..Army Materiel Test and Evaluation Directorate
teeseesessesesanessss ASI Systems International
tevesessseasss.Advanced Technology Incorporated
“eieseesssss.BoOZ, Allen & Hamilton Incorporated
teteecsssssssssssssessssssss.The BDM Corporation
T eeecetcasessasesscssssesssssse .CAS Incorporated
teeesesesssasssesssssessssesssCOLSA Incorporated
....Director of Operational Test and Evaluation
ceeeessesceasessssss.Dynaspan Services Company

CetesesenssssessssssesssesDynetics Incorporated
T heesssesesesesssanseseasssssss.Entek Corporation
teesecessesssesssenssssssssss EsSsex Corporation
tetseecceccnssessssss Electronic Systems Division
ceesees...Force Development Test and Evaluation
......Follow-on Operational Test and Evaluation
teesessessenessessssess.General Electric Company
ceeesseesessasss.Institute for Defense Analysis
ve.sss..Initial Operational Test and Evaluation
teeesesssecssssssssdoint System Program Office

. teeecessssss.dJoint Terminal Program Office
ceeseesesssses.LOckheed Missiles & Space Company
...Management Assistance Corporation of America
Cetecesessscsseassesnsssss Army Missile Command
tecesssesesssss.McLaughlin Research Corporation
teeeseseseasssesssss.Munitions Systems Division
cesessssssssessssssNaval Air Development Center
ceeeeese.ss..Native American Services Associates
ceteesecsescssesessssoNaval Air Systems Command
.....Navy Operational Test and Evaluation Force
ceeeesecsssess..Operational Test and Evaluation
....Army Operational Test and Evaluation Agency
cesssesessssnssssss.Pacific Missile Test Center
veeeesesesssssseecs.Planning Research Corporation
tesessesseassessssss.Physical Science Laboratory
cetssssssesssssssessssssesss .Raven Incorporated
tesessssssss Rockwell International Corporation
.Science Applications International Corporation
cecssesssesssasssscssssssss . SIMSUM Incorporated
cetesssssssssassssssssssssSystem Program Office
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APPENDIX G: LISTING OF ACRONYMS AND ABBREVIATIONS (Cont'd)

PAC . e veeeeeosanesesssassssssssssssssasessss Tactical Air Command
TEC.euueeeeenosoensasansossssassssses.TEXCOM Experimentation Center
TECOM. . vetneeetoseonscasenasssess Army Test and Evaluation Command
TEXCOM..¢veeeeseeanvsssssss Army Test and Experimentation Command
TRADOC. :eveevceeesasessssasess Army Training and Doctrine Command
UIE. ..ceeeeeoseseasssssssnessasss.United International Engineering
VEDA . eeteeesesacesessasssssscassssasssssesssess.veda Incorporated
VERAC/BALL..vvvevsssssssasenssssscssssss.Ball Systems Engineering
VX=8..iiteeesesasenassnsessAir Test and Evaluation Squadron Four
WEBSTER. . ecesveavecsssesasssncssnesasssssssss . Webster Engineering
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APPENDIX R: SUMMARY OF POTENTIAL MONETARY AND OTHER BENEFITS

Recommendation
Reference

RESULTING FROM THE AUDIT

Amount and/or
Description of Benefit Type of Benefit

A.l.a.

A.l.c.

Internal Control. Nonmonetary.
Requires Program Management

Offices and Test Agencies

to maintain a list of

services contractors

for each system.

Program Results. Nonmonetary.
DOT&E propose Legislation to

allow Test Agencies to obtain

waivers to use the same

contractors that supported

Development to Support

Operational Tests

Internal Control. Nonmonetary.
DOT&E develop a standard

organizational conflicts of

interest clause for advisory

and assistance services

contracts for Operational tests.

Compliance with Regulations Nonmonetary.
and Laws.

Revises the DFARS to require

the addition of the standard

organizational conflicts of

interest clause in all contracts

for Operational tests.

Internal Control. Nonmonetary.
Requires the Test Agencies to

include a conflicts of

interest clause in each

advisory and assistance

services contract for

Operational tests

Internal Control. Nonmonetary.
Requires Test Agencies to

modify existing contracts and

notify contractors of

existing clauses.
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APPENDIX R: SUMMARY OF POTENTIAL MONETARY AND OTHER BENEFITS

RESULTING FROM THE AUDIT (Cont'd)

Recommendation Amount and/or
Reference Description of Benefit Type of Benefit

A.3.c. Internal Control. Nonmonetary.
Requires Test Agencies to
enforce existing conflicts of
interests clauses when
contractors do not adhere to
the contract conditions.

A.3.d. Internal Control. Nonmonetary.
Requires the Test Agencies
to report the material internal
control weakness of using the
same contractors to support
Operational tests that
supported development.

B.l.a Program Results. Funds put to better
DOT&E and the Test Agencies use of $26.1 million
determine civilian personnel (DOT&E $6.1 million,
requirements needed to perform Army $5.1 million,
their mission. Navy $2.4 million,

and Air Force
$12.5 million) for
FY's 1992 through
1996.